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Western academia, using tax-reaction function, have inspected the strategy 
interaction of local governments in western countries, and formed comparatively 
thorough theory system of tax competition. In China, although tax competition has 
existed for a long time, the theory research about tax competition just started in recent 
years, and the research content is confined in the theoretical analysis and policy 
recommendations, lack of empirical analysis. Therefore, in order to manage and 
standardize intergovernmental unordered tax competition more effectively, to 
improve the operation of market-economy system, it is of great significance to enrich 
the empirical research and analysis on tax competition, both in theoretical knowledge 
and practical guidance. 
According to the above research objective, this paper, along the path from theory 
to practice, unfolded gradually. 
Firstly, this paper respectively expounded the definition and classification of tax 
competitiontheoretically, introduced three theoretical basis of tax competition, 
summarized the researcheson tax competition from domestic and foreign scholars, 
and analyzed the positive and negative effects of tax competition.  
Secondly, combined with China's actual situation, this paper analyzed the current 
situation and the reasons of tax competition, and the main means and formscarried out 
by local governments. Takenthe tax-distribution system reform in 1994 as boundary, 
tax competition among local governments of our country has 
presentedmutativecompetition intensity before and after the reform. 
Thirdly, making use ofthe empirical analysis of 28 provinces’ panel data of 
China between 1978 and 2009, this paper analyzed, bythe taxation reaction function, 
tax competition strategiesamong localgovernments, also made comparison and 
inspection by different periods or by different districts, inspected influencesto macro 
tax burden of local governments from the per capita GDP, the natural population 













empirical results show that: the tax competition between the local government and its 
provincial competitors is "strategy complementary" in the same year but "strategy 
alternative" inthe later years. There exists a notable path-dependence feature 
betweenthis year and its last fiscal year of local government in tax levels. Meanwhile, 
since tax-distribution system reform in 1994, system-outside competition has been the 
main form of government tax competition. 
Finally, based on the empirical analysis results of paper and the present situation 
of tax competition among local governments, it came to several policy suggestions 
such as improving tax system, regulating the governmentrevenue, transforming tax 
preference strategy,rationalizing tax collection and administration, and establishing 
the regional cooperation mechanism and so on. 
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